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Where State Revenue Comes From 
 

 
 

General Fund 
$23.1 billion

Nongeneral Fund 
$26.2 billion

 
 
 
• State revenue comes both from general taxes and from earmarked taxes 

and fees. 
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Where the General Fund Budget Goes 
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• Aid to Localities:  Funding for public education, sheriffs and jails, and 

community services boards comprises about 77 percent of state aid.  State 
support for public schools alone comprises two-thirds of aid to localities. 

 
• Aid to Individuals:  Medicaid accounts for over 75 percent of all aid to 

individuals. 
 

Source:  Chapter 1073.  Not updated for Exec. Order 74. 
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How Virginia’s Spending Compares  

 
 

  Date Rank 
 
Taxes      
 State & Local Taxes as % of Pers. Income 1997 46  
 Per Capita State Tax Revenue 1997 42   
 
  
Overall Spending    
 Per Capita State Spending 1999 37 
  
 
Human Resources    
 Per Capita State & Local Welfare Spending 1997 45  
 Per Capita Medicaid Spending 1999 47  
  
 
General Government    
 Per Capita State Gov’t General Spending 1998 35  
  
 
Public Education    
 Per Pupil State Support for Public Education 1999 38 
  
 
Higher Education    
 Per FTE Student State Support for Higher  
      Education 2000 30 
  
 
Adult Corrections    
 Per Prisoner State Corrections Spending 1999 24  

  
 
 
Source: Bureau of the Census; State Fact Finder, 2001
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The Roots of the Current Budget Problem 
 

 
 
• From FY 1995 to FY 2000, Virginia experienced extra-ordinary revenue 

growth, fueled largely by a once in a generation boom in the technology sector 
and the stock market. 

 
- Virginia saw four straight fiscal years where each year’s revenue growth was 

greater than the last. 
 
- Three consecutive years ended with revenue growth above 10 percent. 

 
 

General Fund Revenue Growth, FY 1988-2000 
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• At the same time, the budget drivers that have typically accounted for most of 

the growth in general fund spending – Medicaid, adult and juvenile corrections, 
and public school enrollment – were benign. 
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• The result was the best of budget times. 
 
 

General Fund Budget Growth, FY 1994- 2002* 
 

Area/Program GF Incr. Pct. of Total 
 

Direct Aid for Public Schools    $ 1,689.6  30%  
Car Tax       855.4 15%  
Higher Education       617.5  11%  
Medicaid       482.1  9%  
Adult and Juvenile Corrections       435.5  8%  
Debt Service       207.7  4%  
Revenue Stabilization Fund       163.1 3%  
Community Services Boards        160.0 3%  
Comp Bd-Aid for Sheriffs       156.1  3%  
GF for Transportation 134.4 2%  
MHMR Facilities         81.0 1%  
Comp. Bd-Other Const. Off. 53.3 1% 
Student Financial Aid 48.9 1% 
Comprehensive Services Act         40.4  1%  
All Other            489.2    8%  

  

Total   $ 5,614.2 100%  
 
 
 

*Through the 2000 session. Not adjusted for Exec. Order 74.  Operating only. 
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• In response, the Governor and General Assembly made substantial new 
spending commitments, or expanded existing commitments. 

 
 

Public Education 
Lottery Dedication and Hold Harmless 
School Construction 
SOL Testing and Research 
SOL Remediation 
SOL Instructional Materials 
SOL Algebra Readiness 
SOL Teacher Training 
SOL Web-based Testing 
Additional Teachers 
Early Reading Intervention 
Technology Support Payments 
New Governor’s Schools 
Best Practice Centers 
Standards of Accreditation Review Teams 
 
Higher education 
20% Tuition Reduction 
Technology Research Fund 
GMU, VSU, and NSU Enhancement Funding 
Tuition Assistance Grant from $1,700  to $3,000 
Student Financial Assistance 
VCU Engineering School 
New VCCS Campuses 
Virtual Library 
 
Transportation 
One-third of Insurance Premiums for Transportation 
 
 
Personal Property Tax Relief 
 
Aid to Localities with Police 

Departments (HB 599) 
 
Employee Salary and Benefit 

Increases 
Salary Re-grades (4-step salary increases) for State 

Police, Deputy Sheriffs, and Corrections Officers 
VaLORS Retirement System 
Deferred Compensation Match 
Retiree Health Care Credit for State Employees, 

Teachers and Constitutional Officers 
 
 

Commerce and Trade 
Agricultural Marketing 
Advanced Carrier Integration Center 
Performance Incentive Grants 
Industrial Site Development 
Regional Competitiveness Act 
Semi-conductor Manuf. Endowment 
Cooperative Tourism Advertising 
 
Public Safety 
5,600 new prison beds 
Substance Abuse Reduction Effort  (SABRE) 
Virginia Juvenile Crime Control Act 
Institute for Forensic Science and Medicine 
Additional State Troopers 
Additional Deputy Sheriffs at 1:1,500 
School Resource Officers 
 
Health and Human Resources 
Community Mental Health and Mental Retardation 

Services 
Rate Increases for Nursing Home Reimbursement, 

Dental Care, Personal Care and Adult Homes 
MR Waiver Funding 
Medicaid Expansion for Substance Abuse, to 80% or 

Poverty for Aged/Disabled, Organ Transplants, 
Developmental Disabilities Waiver 

Anti-psychotic Medications 
New Centers for Independent Living 
In-home Services for the Elderly 
Assertive Community Treatment (PACT) 
Drug Assistance Program 
Assistance for Free Clinics 
Office of Rural Health 
 
Natural Resources 
Water Quality Improvement Fund 
Dedication of Part of Sales Tax for Game and Inland 

Fisheries 
Support for Soil and Water Conservation Districts 
Virginia Land Conservation Program 
Support for State Parks 
 
Other 
Virginia Geography Information System 
Debt Service Increase 
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• The Governor and General Assembly also enacted or sweetened over 50 tax 
preferences – tax credits, subtractions, and deductions that together total almost 
$600 million per year.  

 

Individual Income Tax 
Subtraction for those aged 65 or older and 62-64 
Subtraction for qualified agricultural contributions 
Subtraction for contributions to Pre-Paid Tuition 

Plan: Deduction for Savings Trust 
Subtraction for Military Wages - Up to $15,000 

Subtraction for Federal and State Employees - 
Up to $15,000 

Subtraction of Capital Gain for Land Dedicated to 
Open Space 

Subtraction for Unemployment Benefits 
Subtraction of Disability Income 
Subtraction for Income from Tobacco Settlement 
Subtraction for Income Received by Holocaust 

Victims 
Subtraction for Military Pay Received by Medal of 

Honor Recipients 
Deduction for Contributions to Public School 

Construction Grants Program 
Deduction for Teacher Continuing Education Costs 
Deduction for Long-Term Care Health Insurance 
Tax Credit for Taxes Paid to a Foreign Country on 

Retirement Income 
Tax Credit for Purchase of Equipment for Purchasing 

Recyclable Materials 
Tax Credit for Taxes paid to Other States 
Tax Credit for Providing Rent Reductions 
Tax Credit for Historic Rehabilitation 
Tax Credit for Equity and Subordinated Debt 

Investments 
Tax Credit for Contributions to Political Candidates 
Tax Credit for Retrofitting a Residence with 

Accessibility Features 
Tax Credit for Technology Investment in Tobacco-

Dependent Localities 
Tax Credit for Research and Development Expenses 

in Tobacco-Dependent Localities 
Tax Credit for Riparian Buffers 
Tax Credit for Individuals and Families Below the 

Poverty Level 
Tax Credit for Donations Under the Neighborhood 

Assistance Act 
Tax Credit Under the Enterprise Zone Act 
Tax Credit for Vehicle Emissions Testing Equipment, 

Clean Fuel Vehicle and Job Creation 
Tax Credit for Fertilizer and Pesticide Application 

Equipment 
Tax Credit for Foreign Source Retirement Income 
Tax Credit for Day-Care Facility Investment 
Tax Credit for Low-Income Housing 
Tax Credit for Employers Hiring Recipients of 

Temporary Assistance to Needy Families 
Tax Credit for Worker Retraining 
Tax Credit for Waste Motor Oil Burning Equipment 
Tax Credit for Employers of Disabled Individuals 
 

Corporate Income Tax 
Tax Credit for Qualifying Cogenerators & Small 

Power Producers 
Major Business Facility Job Tax Credit 
Tax Credit for Creating Jobs Involved in Clean Fuel 

Vehicles 
Tax Credit for Qualifying Steam Producers 
Tax Credit for Investment in Enterprise Zones 
Tax Credit for Investment in Day Care Facilities 
Tax Credit for Agricultural Best Management 

Practices 
Tax Credit for Worker Retraining 
Tax Credit for Donations to Neighborhood 

Assistance 
Tax Credit for Purchase of Vehicle Emission 

Equipment 
Tax Credit for Purchase of Equipment for Purchasing 

Recyclable Materials 
Tax Credit for Providing Low Income Housing 
Alternate Tax Credit for Purchasing Machinery and 

Equipment for Processing Recyclable Materials 
Tax Credit for Hiring Recipients of TANF 
Tax Credit for Purchase of Waste Motor Oil Burning 

Equipment 
Tax Credit for Employing Persons with Disabilities 
Tax Credit for Land Preservation 
Coalfield Employment Enhancement Tax Credits 
Virginia Coal Employment & Production Incentive 

Tax Credit 
Tax Credit for Technology Investment in Tobacco-

Dependent Localities 
Tax Credit for Research and Development Expenses 

in Tobacco-Dependent Localities 
Tax Credits for Riparian Buffers 
 
Sales Tax 
Reduction of Sales Tax on Food 
Exemption on Internet Providers 
Exemption for Free Book Distribution 
Exemption for Non-Prescription Drugs (enacted in 

1990, but deferred) 
Exemption for Optometrists and Medical 

Practitioners 
Exemption for Use of Drugs by For-Profit Hospitals 
Exemption for Modular Housing 
 
Other 
Enterprise Zone-General and Investment Credits 
Credit for Retaliatory Tax on Insurance Companies 
Interest Equalization for Delinquent Tax Payments 
Electrical Utility Deregulation 
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• These spending commitments and tax preferences were affordable only in the 
context of extra-ordinary revenue growth. 

 
 
• Virginia was therefore destined for a significant budget problem as soon as that 

extra-ordinary revenue growth subsided – even without a recession. 
 
- With a recession – however mild it appears to have been – the budget 

problem became much more substantial. 
 
- This is the structural imbalance that Governor Warner has talked about – 

spending commitments growing faster than sustainable revenues. 
 
 

• When Governor Warner took office on January 12, the budget shortfall that he 
inherited – the difference between the cost of existing spending commitments 
and the revenues available – totaled $3.2 billion over the three fiscal years.   

 
- Within a month, anemic revenue collections swelled the size of the problem 

to $3.8 billion. 
 
 
• Although the introduced budget was balanced, a significant portion was 

balanced with one-time revenues and one-time savings. 
 
- $467 million from the Revenue Stabilization Fund (FY 02). 
 
- $259 million from the Medicaid Intergovernmental Transfer (FY 02). 
 
- $170 million from asking vendors to remit sales tax collections early (FY 

02). 
 
- $78 million from asking employers to pay withholding taxes before they 

would normally be due (FY 02). 
 
- $653 million from diverting to the general fund the portion of the half-cent 

sales tax dedicated for highway construction (FY 03-04). 
 
- $223 million from using the Literary Fund revenue to pay part of the cost of 

teacher retirement and social security ($57 million in FY 02; $167 million in 
FY 03-04). 
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- $50 million from identifying dormant VRS accounts with no beneficiaries 

(FY 03). 
 
 

• One-time savings and revenues are very common methods of addressing budget 
problems.  However, heavy reliance on one-time actions only prolongs the 
budget problem. 

 
- One-time actions use up future budget flexibility, because future revenue 

growth is essentially “tapped in advance.”  
 
- In the early 1990s, it took 3 biennia to finally work through the budget 

imbalance, largely because of the magnitude of one-time savings and 
revenues. 
 
 

• Governor Warner’s problem therefore was to decide whether to try to patch the 
budget together and wait for revenues to catch up to spending commitments, or 
to try to wrench spending commitments into line with ongoing revenues. 

 
- Governor Warner chose the more difficult route – to face the problem 

directly, take aggressive action, and try to get this behind us as soon as 
possible. 
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How The Budget Problem Has Been Addressed 
 

 
 
  $ in millions 
 2001-02 2002-03 2003-04
Resources:  
 Beginning Balance  $- $133.2 $30.5 
 Tax revenue 10,656.6 11,180.9 11,836.9 
 Master Tobacco Settlement 59.3 59.1 52.0 
 Transfers 400.4  383.7 385.1 
 Total Resources $ 11,116.3 $ 11,756.9  $ 12,304.5 
   
Spending:  
 Base budget $ 12,487.1 $ 12,102.0  $ 12,071.7 
 New spending 254.8 942.9 1,241.3 
 Total Spending $ 12,741.9 $ 13,044.9  $ 13,313.0 
   
Difference (Shortfall): $ (1,625.6) $(1,288.0) $(1,008.5)
   
   
   
   
   

 Balancing Actions:  

 1) Revenue Stabilization Fund $ 467.0 --  -- 

 2) Budget reductions 544.3 797.7   764.5  

 3) Additional revenues 200.4 57.3   140.0  

 4) Alternative funding strategies 547.1 463.5   117.4  

 Total Balancing Actions $ 1,758.8 $ 1,318.5   $ 1,021.9  
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2) Budget Reductions For FY 2002 
 

 
 

  $ in millions 

VRS rate change (2000 and 2001 valuations)   $          118.4 

Three percent across-the-board reductions ($88.2 GF and $3.5 NGF)                 91.7 

Capital outlay freeze (EO 74)                 65.2 

Productivity savings and EO 74 (01) reductions                 50.9 

Savings from VRS unclaimed accounts                 50.5 

Personal Property Tax Relief Program (Retain 70% reimbursement)                 46.0 

Defer 2nd June reimbursement to July (Constitutional Officers)                 35.1 

Capital outlay and other balances                 23.3 

SOQ incentive-base program update                 22.8 

HB 599 allocation revision (Reduced revenue forecast)                 16.0 

Family Access to Medical Insurance (FAMIS) update                 12.4 

All other                   3.4 

Uncommitted balance in Commonwealth Technology Fund                   3.3 

Group life insurance holiday                   3.3 

SABRE funds                   1.0 

Debt service reduction                   1.0 

Total reductions   $          544.3 
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2) Budget Reductions for the 2002-2004 biennium 
 

 
Across-the-board agency budget reductions $203.9 
in the Executive and Legislative branches  

! Exempts key law enforcement officers and direct aid to public 
education. 

! Includes legislative agencies. 
! Agencies will present savings plans. 
! Flexibility for agencies with 25 or fewer employees. 

 
Achieve general fund savings from colleges 
and universities $290.8 

! Saves general fund dollars by requesting public colleges and 
universities to operate more efficiently.   

! Budget does allow institutions to increase tuition, which could be used 
to offset some of these reductions.  The budget does not set limits on 
tuition increases, but does mention the expectation of up to a 9 percent 
annual increase. 

 
Combine several major incentive-based programs into  
Standards of Quality (SOQ) funding $124.0 
 

! General Assembly rolled several incentive based programs into SOQ 
funding in order to pay for the JLARC Tier 1 recommendations.  These 
programs include: 

! Additional Teachers program: $28.6 million in FY 2003 and $28.5 
million in FY 2004. 

! Maintenance Supplement: $9.6 million in FY 2003 and $9.7 million in 
FY 2004. 

! SOL Teacher Training: $17.3 million in FY 2003 and $17.4 million in 
FY 2004. 

! SOL Teaching Materials: $6.4 million in FY 2003 and  $6.5 million in 
FY 2004. 
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Achieve savings attributed to dormant retirement accounts $100.0 
! These are accounts with no activity for at least two years. 
! Total value of dormant accounts is over $300 million. 
! VRS currently counts as asset and liability. 
! VRS will conduct a study to determine exactly how many cannot be 

located. 
! Accounts not located will be removed from balance sheets. 
! The resulting savings will be collected through a reduction in retirement 

contributions in fiscal year 2003 ($45.8 million general fund, $54.3 
million nongeneral fund). 

 

Apply actuarially calculated VRS rates in 2002-2004 $97.3 
! Uses the June 30, 2001 valuation to fund retirement contributions. 
! Results in rate reductions for state employee retirement, public school 

teachers’ retirement, the Judicial Retirement System, the State Police 
Retirement System, and the Virginia Law Officers Retirement System. 

 

Reduction in the cost of employee fringe benefits $77.4 
! Savings of $38 million in FY 2003 and $39.4 million in FY 2004 

resulting from changes in the contribution rates paid on behalf of state 
employees and public school teachers for various fringe benefits 
administered by the Virginia Retirement System.  

! These benefits include the retiree healthcare credit, group life insurance 
coverage, and the Virginia sickness and disability program. 

 

Reduce funding for local school construction $55.0 
! Reduces funding for school construction activities by $27.5 million in 

each year of the biennium. 
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Reduce funding for constitutional officers $53.8 
! The General Assembly applied a 5 percent across-the-board reduction 

to sheriffs in both fiscal years ($33.7 million for the biennium). 
!  The General Assembly applied a 7 percent across-the-board reduction 

to all constitutional officers (except sheriffs) in FY 2003 and 8 percent 
in FY 2004 ($20.1 million for the biennium). 

 

Reduce funding for corrections $43.3 
! Provides for budget savings to be realized primarily through:  closure of 

Staunton Correctional Center in July 2003; closure of a correctional 
field unit, a detention center, and a work center; streamlining 
of management structures in community corrections; and closure of one 
regional office and reducing size of remaining offices. 

 

Redistribute and expand Medicaid cost containment actions $40.5 
! This action redistributes and expands cost containment actions to a 

broad range of Medicaid providers: hospitals, managed care 
organizations, pharmacies, and pharmaceuticals. 

! DMAS is also expected to identify additional Medicaid cost 
containment strategies. 
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Fund retiree health credit through SOQ model $36.1 
! Revises funding for the retiree health care credit by providing support 

based on the state share for SOQ related positions, creating a savings of 
$18.3 million in FY 2003 and $17.8 million in FY 2004. 

! The monthly health insurance credit payable is $2.50 for each full year 
of the retired member's creditable service, not to exceed a maximum 
monthly credit of $75. 

! This proposal runs the retiree health care credit through the SOQ 
formula, where the state would only cover its share of those teachers 
required by the SOQ.  This approach is consistent with the manner in 
which the state provides funding for all of its Standards of Quality 
programs.    

! It is important to note that the state has adopted new retirement 
contribution rates for fiscal years 2003 and 2004, which will produce 
significant savings both at the state and local level.  This savings should 
help to mitigate the impact of the additional cost of the retiree health 
credit. 

 
Reduce funding for Juvenile Community Crime  
Control Grants $30.0 

! Funding is set at $14.5 million a year. 
! Language is included to give the agency additional discretion for 

distributing the funds, rather than having to use the existing statutory 
formula. 

 
Discontinue Lottery hold harmless provision $29.7 

! Eliminates funding of $14.8 million in each year of the biennium for the 
Lottery hold harmless. 

! The 1999 General Assembly added this provision to hold the funding to 
certain localities harmless by the change in the distribution of Lottery 
proceeds. 

! This hold harmless provision does not follow the normal distribution  
of K-12 funding and is now outdated as the amount of Lottery proceeds 
available for distribution has increased. 
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Reduce funding for programs targeting at-risk students $17.3 
! Reduces funding for various programs that target at-risk students, 

including At-Risk program, AVID, reading recovery, truancy, Virginia 
Guaranteed Assistance Program, Project Discovery, and dropout 
prevention, ($8.4 million in FY 2003 and $8.9 million in FY 2004). 

 

Adjust appropriation for aid to localities program $16.8 
! Adjusts the appropriation for distribution of ABC profits based on new 

revenue projections from the Department of Alcoholic Beverage 
Control, which reflect adjustments to the amounts transferred to the 
general fund from the Alcoholic Beverage Control Fund for the 
expenses incurred for care, treatment, study, and rehabilitation of 
alcoholics by the Department of Mental Health, Mental Retardation and 
Substance Abuse Services.   

 

Defer automatic inflation adjustment in Medicaid $16.3 
! An inflation factor would not be granted in FY 2003. 
! The reimbursement ceiling for indirect costs would be reduced. 
! No changes are made in the reimbursement for direct patient care. 
! A companion amendment in Item 1.1 provides $4.0 million (GF) to 

decrease the amount of this reduction.  
 
Capture unspent funds in the Virginia Tobacco 
Settlement Foundation $15.5 

! Captures an unspent balance projected at the end of fiscal year 2003. 
 
Adjust HB 599 payments $14.5 

! This action adjusts the total for the HB 599 allocation for the revised 
revenue estimates.  The allocation for FY03 is tied to projected growth 
in general fund revenues, with the FY04 allocation kept frozen at the 
FY03 level. 
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Reduce funding for the Regional Competitiveness Act $14.0 
! After this reduction, regional partnerships will compete to receive a 

portion of $2 million a year in overall funding for new specified 
purposes related to workforce services. 

 
Reduce Medicaid pharmaceutical costs below   
average wholesale price by increasing discounts $12.8 

! Current reimbursement to pharmacies is the average wholesale price 
(AWP) minus nine percent. 

! Virginia's discount is below the Medicaid national average and those of 
surrounding states. 

! This proposal would increase the discount rate to AWP minus 11 
percent. 

 
Reduce Governor’s Development Opportunity Fund $12.5 

! The $17.5 million remaining includes $10.0 million in fiscal year 2003 
and $7.5 million in fiscal year 2004. 

 
Defer the expansion of Medicaid coverage for substance 
abuse services $10.2 

! Clients are being served through the Governor’s Substance Abuse 
Reduction Effort (SABRE) and the Department of Mental Health, 
Mental Retardation and Substance Abuse Services (MHMRSAS). 

 
Use more stringent medical oversight of Medicaid patients 
in specific disease categories  $10.1 

! Add new disease categories, including but not limited to, smoking-
related diagnoses, HIV/AIDS, arthritis, Alzheimer’s, cystic fibrosis, and 
schizophrenia. 

! No savings are expected for fiscal year 2003. 
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Reduce base budget for Commonwealth Technology Fund $9.8 
! The fund awarded $9.7 million in 2002 for 11 projects at nine 

universities.  Most of these are three-year projects, resulting in 
commitments of nearly $9.0 and $7.7 million in fiscal years 2003 and 
2004.   

! This action reduces the base budget for this program such that awarded 
projects will proceed as planned, but makes no funds available for new 
projects. 

 
Reduce operations of Culpeper Juvenile Correctional Center  $9.1 

! This action reduces, but does not eliminate, the operations at the 
Culpeper Juvenile Correctional Center. 

 

Reduce base budget for debt service $8.5 
! Reduces debt service as a result of adjustments from retiring some 

obligations, issuance of a small amount of new obligations, and 
technical changes in various bonds that are variable and change from 
year to year. 

 
Close men’s boot camp $4.2 

! Close underutilized men’s boot camp and redirect probationers to 
detention centers that provide a similar program. 

 
Reduce funding for Research and Public Service Centers $3.8 

! Targeted cuts at the variety of research and public service centers in the 
higher education institutions.  These centers were intended to be self-
supporting with nongeneral fund revenues. 

 
Reduce state aid to local libraries $3.2 

! In the 2000-2002 budget, sufficient funds were provided to fully fund 
the state formula for aid to local libraries.  This action reduces the 
budget for state aid to local libraries by roughly eight percent.   
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Reduce funding for Pre-release and Post-incarceration  
Services $2.6 

! The General Assembly removed all funding for the pre- and post-
incarceration services (PAPIS) program ($2.2 million GF each year) as 
a targeted cut.    

!  A Governor’s amendment in the reconvened session restored $1.75 
million in FY03.  However the program had a net reduction of $2.6 
million for the biennium. 
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3) Additional Revenues 
 

 
 
 $ in millions 
 2001-02 2002-03 2003-04
Sales tax acceleration, June 02 $ 118.4  $ -  $ -

Transportation share of accelerated sales 
tax 19.4  -  -

Corporate registration fees  - 15.5 15.5 

Recordation fee ($10) 3.4 20.5 20.5 

Vehicle registration fee (+ $2) 2.5 15.0 15.0 

Court fee increase 4.2 25.2 25.5 

Defer NGF interest earnings 34.2  (34.2)  -

EFT on date of bank transfer notice 18.0  -  -

VIPNET fee increase 0.3 10.0 10.0 

Eliminate withholding change (Chapter 
501 2000 Acts of Assembly)  -  - 31.8 

Guardian Ad litem fees  - 2.9 2.9 

Tax credit for qualified equity and 
subordinated debt  - 1.0 2.0 

Notary fees  - 0.4 0.4 

NOx Emissions Trade  -  - 8.8 

Internet service provider credit to refund  -  - 2.6 

Miscellaneous legislation  - 1.0 5.0 

  

Balance $ 200.4 $ 57.3 $ 140.0 
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4) Alternative Funding Strategies 
 

 
 

  $ in millions 
 2001-02 2002-03 2003-04

   

Intergovernmental transfers (Medicaid) $ 259.0  $-  $-
Use Literary Fund for teacher retirement 110.0  90.7 85.7 
Use debt for existing capital outlay 88.7  3.7  --
Use FRANS for transportation 73.6 317.0  --
Use transportation funds for Ports and 
Public Transportation 

15.8  --  --

Maximize federal funding for Medicaid 
claims 

 --  19.0 19.0 

Use unobligated transportation funds for 
Rt. 58 

 --  13.1  --

Increase hazardous waste, solid waste 
and water permit fees 

 --  2.5 3.7 

Use E-911 Fund for dispatch centers  --  3.5 3.5 
Use Technology Trust Fund to support 
Circuit Court Clerks' Offices 

 --  5.0  --

Use debt for industrial site development  --  2.9 1.2 
Use room and board money to operate 
diversion centers 

 --  1.5 1.0 

Utilize medical co-payment balances for 
some DOC medical costs 

 --  1.5  --

Increase fees for drinking water test  --  1.0 1.0 
Use Drug Assessment Fund balances  --  0.6 0.6 
Increase fees for inspection of food 
establishment 

--  0.7  0.6

Increase fees for inspection of well and 
on-site sewage systems 

 --  0.5 0.5 

Use Wireless E-911 Fund for GIS  --  0.1 0.1 
Use NGF for Competition Council --  -- 0.3 
Increase fees for vital records    --  0.2 0.2 
   
Balance $ 547.1  $463.5 $117.4 
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Where Do We Go From Here? 
 

 
 
• The budget problem leaves us with both short-term and long-term issues that 

have to be addressed. 

 

Short-Term 

 
• Budget pressures will remain serious for the next biennium. 

- A revenue windfall is not in the offing this fiscal year. 

- We don’t foresee a big revenue boost next year either. 

 

• The budget is balanced on paper, but in many ways the real work begins now. 

- Finding savings that are listed in the Appropriation Act and in each agency’s 
7 and 8 percent budget reductions plans. 

- Looking for long-term solutions rather than short-term fixes. 

 

• The real challenge is not just to reduce agency budgets, but to find ways to 
improve what agencies do – given very limited resources. 

 

Longer Term 

 
• The Wilder Commission is conducting a top-to-bottom review of state 

government, looking for ways to streamline state operations and services. 
 

- That report is due to the Governor later this year. 
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Summary of New Spending for FY 2002  
and the 2002-2004 biennium 
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New Spending For FY 2002 
 

 
 

 $ in millions 

Medicaid Increases  $92.0  

CSA at-risk youth  58.2  

Additional payment to Revenue Stabilization Fund  24.0  

Local jail per diem payments  19.5  

Lottery proceeds to public education  15.7  

Criminal Defense Fund  12.0  

Mental retardation waiver (Medicaid)  10.7  

Natural disasters and forest fires 9.2  

Operating expenses for local detention homes 4.6  

DMHMRSA community and facility pharmacy funding 2.1  

Maintenance & operating costs for Norfolk Public Health Building 1.6  

Department of Health information network 1.4  

Department of Taxation relocation costs 1.2  

All other 2.6  

Total new spending  $ 254.8  
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New spending for 2002-04 biennium: 
Public employees compensation and benefits 
 

 
 
Fiscal year 2004 employee compensation reserve   $101.4 

! Provides funds for salary increases for state employees, state supported 
local employees, faculty at public institutions of higher education and 
public school employees, including instructional and support personnel, 
funded through the Standards of Quality.  

! The increase would be effective December 1, 2003. 
! The actual percentage increase will be determined at the next session of 

the General Assembly. 
 
Increase in the cost of state employee health insurance  $88.3 

! Covers the general fund share of the increase in the employer health 
insurance premiums paid on behalf of the Commonwealth’s employees. 

! Employee premiums will increase by approximately 10 percent, less 
than the national average. 

! Some increases in co-payments for doctor and hospital visits as well as 
prescriptions. 

 

Fiscal year 2003 state employee bonus   $63.4 
! Provides funds for a 2.5 percent bonus for state employees and faculty 

at public institutions of higher education.   
! Employees will elect to receive one of three benefits; 1) a 2.5% bonus, 

2) ten days additional paid leave, 3) a 1.25% bonus and five additional 
days of paid leave. 

! Any bonus payments elected would be part of the employee’s August 
30, 2002 paycheck. 

! Any additional leave elected can be used between July 1, 2002 and June 
30, 2003. 

! Language gives higher education institutions some flexibility regarding 
faculty bonus payments. 
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New spending for the 2002-04 biennium: 
Public Education 
 

 
 
Fully fund the Standards of Quality (SOQ) $357.2 

! Provides $153.8 million in FY 2003 and $195.6 million in FY 2004 to 
fully fund the Standards of Quality for public education.   

! Provides an additional $3.9 million in each year of the biennium to 
correct Halifax’s composite index. 

 

Adopt JLARC Standards of Quality recommendations $133.1 
! Provides $4.1 million in FY 2003 and $54.2 million in FY 2004 to 

support the state share of the prevailing number of administrative 
positions in local school divisions (5.8 percent funded in FY 2003 and 
72 percent in FY 2004). 

! Adds $24.8 million in FY 2003 and $50.0 million in FY 2004 to end the 
deduction of locally generated revenue from SOQ formula calculation 
(50 percent funded in FY 2003 and 100 percent in FY 2004). 

 

Complete Governor’s Technology Initiative for K-12 $119.0 
! Completes web-based technology initiative with an additional $116 

million in bond proceeds financed through Literary Fund. 
! Provides $3.0 million in FY 2004 to establish web-based testing of the 

Standards of Learning in all high schools. 
 

Increase Lottery proceeds distribution to school divisions $15.3 
! Provides $7.6 million in FY 2003 and $7.7 million in FY 2004 to 

support the local share of the Lottery proceeds distribution. 
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New spending for 2002-04 biennium:  
Higher Education 
 

 
 
Enhance programs at Norfolk State and  
Virginia State Universities $17.1 

! Norfolk State University will receive $7.5 million for academic 
enhancement and $1.0 million for deferred maintenance.  Virginia State 
University will receive $5.0 million for academic enhancement and 
$3.6 million for deferred maintenance. 

Increase student financial assistance $10.2 
! Provides additional funds to increase need-based student financial 

assistance. 
! The Commonwealth currently provides $61.3 million in general fund 

support for need-based student financial assistance at Virginia’s public 
colleges and universities.   

Increase support for operation and  
maintenance of new facilities $8.9 

! Provides additional funds to support the operation and maintenance  
of 25 new academic buildings that have recently opened or will open 
during the 2002-2004 biennium. 

Provide state match for GEAR-UP program $2.2 
! Provides additional funds to fulfill a portion of the state match 

commitment for the federal Gaining Early Awareness and Readiness for 
Undergraduate Programs (GEAR-UP) grant.   

! This grant is designed to better prepare middle and high school students 
through mentoring programs, scholarships, new academic preparation 
programs, and awareness programs for students and parents. 

Provide additional match for cooperative extension activities 
at Virginia State University $0.6 

! Provides additional funds to increase state match of federal funds under 
the Federal Cooperative Extension and Agricultural Research Program 
(the 1890 land grant program).  This funding will bring Virginia to an 84 
percent matching level by FY04.   
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New spending for 2002-04 biennium:  
Health & Human Resources 
 

 
Medicaid utilization and inflation $609.1 

! Funds cost and utilization increases and provides $23.4 million  
for reclassification of pharmacy rebates. 

 
Comprehensive Services Act (CSA) growth $137.7 

! Funds mandated special education and foster care services for CSA youth. 
 
Mandated foster care maintenance and adoption 
subsidy payments  $38.0 

! Includes a mandated 2.1% increase in foster care rates, effective  
July 1, 2003. 

 
Eligible community services with the Temporary 
Assistance for Needy Families (TANF) grant $31.8  

! Provides TANF to support CSA, Virginia Department of Health, Healthy 
Families, Community Action Agencies, and other local organizations.   

 
Medicaid match for mental health and mental 
retardation facilities $27.4 

! General fund Medicaid match for treatment of facility clients. 
 
Indigent health care at academic health centers $24.3 

! Addresses unreimbursed indigent health care services. 
! Approximately $21.5 million is provided to the VCU Health Systems 

Authority and $2.8 million is provided to UVA Medical Center. 
 
Mental Retardation Waiver slots $23.8 

! $18.0 million for currently approved slots and $5.8 million for  
150 additional slots. 
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New spending for 2002-04 biennium:  
Public Safety 
 

 
 
Replace out-of-state inmate funds $49.9 

! Provides general fund dollars to account for the growing state inmate 
population and decreasing out-of-state inmate revenues. 

 

Per diem payments to local jails $36.0 
! Increases per diem payments to cover anticipated increases in the number  

of inmates in local jails. 
 

Share operational costs of new local detention centers $18.9 
! Funds the state’s share of operating costs for new local detention centers. 

 

Increase funding for criminal indigent defense  $15.3 
! Provides additional funds to pay the court costs of low-income persons, 

including the services of court appointed attorneys for the indigent 
defendants in criminal cases.   

 

Increase local law enforcement personnel $7.4 
! Ensures one law-enforcement deputy per 1,500 population. 

 

Anti-terrorism response initiatives $5.8 
! Provides direct funding to programs necessary to adequately respond to 

terrorist events or emergencies arising from other-than-natural disasters.   
 

Continue development of the Integrated Criminal Justice 
Information System (ICJIS) $1.6 

! Provides state matching funds for $6.4 million in federal grants for ICJIS. 
 

Maintenance and operation of Norfolk Public Health Building $1.6 
! Provides operating and maintenance costs for the new Norfolk 

laboratory and office space of the Division of Forensic Science and the 
Department of Health. 
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New spending: Transportation 
 

 
 
 
General fund support for Priority Transportation Fund $106.6 
  

! The budget includes $106.5 million in general fund support for the 
Priority Transportation Fund in FY03.   

! This funding is roughly equal to one-third of the insurance license tax 
revenues deposited to the general fund.  This action is consistent with 
statutory requirements. 

 
 
Provide general fund support in highway construction  
districts to subsidize FRAN debt service $40.0 

! The General Assembly authorized the issuance of $317 million in 
additional Federal Highway Reimbursement Anticipation Notes 
(FRANs) in FY03 to cover the transfer to the general fund of the half-
cent sales tax dedicated to transportation. 

! The General Assembly also provided $7.1 million in FY03 and $32.9 
million in FY04 in additional general fund support for transportation.  
These funds could be used to help subsidize the debt service payments 
associated with the issuance of these additional FRANs. 
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New spending for 2002-04 biennium:  
Finance 
 

 
 
 
Provide debt service for bond issues $35.1 

! Adds $14.4 million for debt service payments on General Obligation 
bonds.  

! Adds $7.9 million for debt service payments on bonds for the purchase 
of additional instructional and information technology equipment at the 
institutions of higher education. 

! Adds $9.0 million for debt service payments on bonds issued by the 
Virginia College Building Authority for new projects at institutions of 
higher education. 

! Adds $3.8 million for debt service payments on bonds issued by the 
Virginia Public Building Authority for new projects.     
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New spending for 2002-04 biennium:  
 

 
 
Nonstate Agencies 
 
Provide general fund support for nonstate entities $6.3 
 

 

 

 

 

Capital Outlay (Pay-As-You-Go) 
 
Statewide infrastructure repair projects & improvements  $50.8 

! $49.8 million for maintenance reserve consisting of low-cost repairs 
aimed at maintaining or extending the useful life of an existing building 
such as installation of new roofing, electrical repairs, the repair of 
parking lots, and the replacement of heating systems. 

! $0.9 million to address unanticipated emergency repairs and 
improvements at state agencies and institutions of higher education.   
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Bond package for fiscal year 2002 and  
2002-04 biennium 
 

 
 
Makeup of Package 

! The legislative package represents a multi-year capital program consisting of 
311 projects totaling $1.79 billion over seven years. 

! Appropriations for debt financing are contained in four separate bills: 
!"$397.6 million in HB 29 for VCBA / VPBA bonds to restore frozen 

capital and renovate state port facilities; 
!"$369.9 million in HB 1284 / SB 673 for VCBA / VPBA bonds to 

“jumpstart” $174.2 million in higher education projects and $74.9 
million in other projects, as well as to fund $120.8 million in projects 
at mental health, public safety and natural resources agencies and at 
the seat of government; 

!"$900.5 million in HB 99/ SB 31 for general obligation bonds for 
$845.9 million in higher education projects and $54.6 million for 
other educational and cultural agencies, subject to referendum; and 

!"$119.0 million in HB 1144 / SB 672 for general obligation bonds for 
land acquisition and other projects at state parks and natural areas, 
subject to referendum. 

! Debt issuance is limited to $250 million per year for all projects excluding 
ones funded in HB 29 (2002 budget bill). 

 
Planning requirements 

! Provides for a six-year capital outlay plan to be submitted on November 1 of 
the even-numbered year (coordinated with Governor’s budget 
recommendations); 

! Requires a proportion of capital outlay to be funded from current revenue 
and the proportion to be funded from bonds and other financing 
mechanisms, based on the projected level of revenue growth; 

! Specifies that capital outlay be an amount equal to two percent of general 
fund revenues; and 

! Earmarks unreserved, undesignated general fund balances at year-end for 
non-recurring expenditures; effective in FY 2005. 
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Execution requirements 
! Provides that on or before September 1, 2002, each affected education 

agency or institution of higher education shall prepare an implementation 
plan for the projects indicating starting dates, completion dates, cash flow 
requirements, and anticipated additional operating costs. 

! Requires Governor to release a plan for execution of the capital projects on 
or before January 15, 2003.  If modifications are necessary to earlier plans 
submitted by the agencies and institutions of higher education for budgetary 
or debt capacity reasons, the Secretary of Finance shall confer with money 
committees and affected agencies to develop criteria for which projects 
proceed and which are deferred. 

! Requires Secretaries of Administration and finance to make 
recommendations to expedite the capital outlay review process by 
January 15, 2003. 

! Provides for annual status report on progress of capital projects by 
Secretaries of Administration, Education, Natural Resources and Finance by 
September 1 of each year. 
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